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The International Communications Association (ICA) hereby

submits its Reply Comments in response to the Notice of Proposed

Rulemaking in this proceeding [8 FCC Rcd 146 (1992)].

The ICA is the largest association of telecommunications users

in the world. ICA has over 720 members who spend at least $1

million per year upon acquisitions of equipment and services. Both

because of its growing membership and their increasing reliance on

pUblic telecommunications, ICA members' estimated expenditures on

telecommunications are growing rapidly. Recent estimates indicate

that ICA members spend over $21-billion on telecommunications

services and equipment. The vast bulk of this money is paid,

directly or indirectly, to u.S. local exchange carriers. Thus,

ICA's members are critically concerned with any proposal that

affects a major component of the LEC's cost structure, as would the

proposals set forth in the Notice.
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After carefully reviewing the initial comments submitted by

carriers, regulators and other parties, rCA urges the Commission

to:

1. Reject the more deregulatory options for depreciation

represcription posed in the Notice. We believe that simplification

of the depreciation process can evolve carefully over time. The

cost of LEC compliance with current procedures is, in fact, quite

small when compared to the possible adverse impact on ratepayers of

even minor overstatements in LEC depreciation needs. Thus, any

regulatory burden on carriers in the existing process can be phased

down in a measured way.

2. Adopt the Basic Factors Range option, starting with the

accounts that exhibit the most stable data and the least

controversy. As we summarize below, rCA agrees with the majority

of state public utility commissions that depreciation reforms must

balance the needs of carriers, ratepayers and the needs of state

regulators to have sufficient information to fulfill their

regulatory obligations.

3. Extend the flexibility of ranges of basic depreciation

input factors to the LECs' major plant accounts only after the

Commission has determined whether existing depreciation accruals

are being diverted away from reinvestment in the network. Studies

underway for rCA suggest that LEcs may be using depreciation rate

increases simply to create funds for investment in other

enterprises, rather than to upgrade and open their basic network

infrastructure.
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ICA agrees with most state regulatorsY that should the FCC

determine that a change is warranted in the current depreciation

process, the Basic Factors Range option appears to be the most

reasonable and acceptable. ICA believes that it is imperative that

the Commission not create conditions that could thwart adequate

analyses of requested depreciation represcriptions. Filing

requirement changes should not result in the use of depreciation

rates that are not specifically applicable to the property to which

the rates apply. The Basic Factor Range Option would allow the

carriers to select their future net salvage (FNS) , projection life,

and survivor curve for each applicable account from within an

established range. These basic factors would then be used to

derive the parameters that determine the depreciation rate. The

current process would be simplified because carriers might be able

to avoid sUbmitting detailed analyses to support these basic

factors. Each carrier, however, should continue to maintain

accurate property records and to analyze the information necessary

to determine the depreciation expense appropriate for that carrier.

This option would continue to recognize an individual carrier's

accumulated depreciation reserve in setting rates, and continue to

use the current depreciation rate formula. Initially, application

should be limited to those accounts which exhibit the most stable

data and the least controversy.

~/ See New Jersey, Virginia, Michigan, Tennessee, Washington,
Oregon state commission comments and Pennsylvania, Florida,
Indiana and D.C.state advocates comments.
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The other three options proposed in the Notice are not

appropriate and should not be considered. Neither the Depreciation

Rate Range Option or the Depreciation Schedule Option are

reserve-sensitive, and therefore would not match allocation of

expense with capital consumption. Under the Depreciation Rate

Range Option, basic factors used to derive the parameters for the

depreciation rate formula, such as life and salvage factors, would

be ignored. Under the Depreciation Schedule Option, the Commission

would establish a depreciation schedule for each plant account

based on a Commission-specified average service life, retirement

pattern and salvage value. Neither of these methods would be

sensitive to the depreciation reserve position of individual

carriers, which could be quite different from the "industry

average," and under, or over recovery would occur.

The Price Cap Carrier Option affects only price cap carriers,

and would allow them to file depreciation rates with no supporting

data whatsoever. This method would not be in the pUblic interest.

By leaving the choice of depreciation rates to the carriers, they

would be provided with an incentive to manipulate depreciation

expense to produce a desired level of earnings. The Price Cap

Carrier option would only be appropriate in a regulatory

environment which has no earnings oversight.

Most state regulators~1 concur with the Commission's proposal

that industry-wide data of basic factors underlying currently

~/ See California, Idaho, Michigan state commission comments and
state advocates' comments in Pennsylvania, Florida, Indiana
and D.C.
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prescribed depreciation rates should serve as the initial basis for

determining the ranges, and that the appropriate width of a range

should be restricted to one standard deviation below and above the

average. The rCA agrees.

rn its Notice the Commission sought comments on whether

carriers should be allowed to select any basic factor from a range,

rather than permitting carriers a choice of parameters within the

ranges (as the Washington and Wisconsin state commissions suggest) .

The rCA agrees with the commission's recommendations to allow

carriers to select their initial basic factors on the basis of the

underlying currently-prescribed depreciation rates, plus a specific

percentage of change. A consideration to be examined is how cash

flow is utilized by the carrier; for instance, a company with a low

reinvestment rate may be treated less rigorously.

The rCA agrees with most state regulators that the current

accounting treatment afforded cost of removal and salvage should be

examined in depth. The states suggest that these issues be

examined in another phase of this docket. However, rCA believes

that as it examines these technical accounting and depreciation

issues, the Commission should not lose sight of the fundamental

policy issue of what major LEes are doing with current depreciation

accruals.

Today in the U.S., the major local telephone companies are

complaining that regulators have set the rates of depreciation too

low to provide the proper stimulus for network0 0 11.6863.13 426.5759 278a46n92 t.4 T92 Tm
(depth.)Tj
12.7547 036 11.5759 278a4 325.92 cia81oo

telephonecoTm
18heLE71.10.4.5963 157.68 T1.606es1.10.4.5963 irc7.682 Tm
(0r,)Tj
0.0397 Tc 1115 0  11.10.4.5963a1.92 Tm
(rCA)Tj0 18scomplaieveste 0 38on



companies in other countries may depreciate similar plant and

equipment at higher rates than u.s. telcos.

However, upon investigation one discovers that these telephone

industry claims are very questionable. studies underway for ICA

suggest that LECs may be using depreciation rate increases to

create funds for investment in other enterprises, rather than to

upgrade and open their basic network infrastructure. A firm's

re-investment ratio may be computed as the amount of total net

income and depreciation of plant and equipment. These two funding

sources make up the available net funds (ANF) for re-investment in

telephone network (in addition to any new capital that is raised) .

Table 1 (attached) shows that the RBOC re-investment rate has

averaged only 64% during the years 1988-90, below the average u.s.

rate of 70%. Because the Bell companies are so large, this reduced

investment has a major impact on the U.S. average. Table 1 also

shows that if the disinvestment condition of the RBOCs is removed

from the data, the remaining u.s. reinvestment rate was quite

high. 1/

Table 2 shows that the u.s. appears to rank 19th in its rate

of re-investment of ANF among the 25 major industrialized nations

of the Organization of Economic Cooperation and Development (OECD).

Many of the more developed nations competing with the u.s. re-

invest all, or nearly all, of their reported ANF. If one separates

RBOC reinvestment levels from the overall u.s. data, the U.S. ranks

d/ The high rate of re-investment of ANF for the non-RBOC class
in 1988 is a function of low or negative net income in
specific years, and is not indicative of longer-term trends.
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at the top of the list for these years. Telecommunications

investment by non-RBOC providers has remained at steady and healthy

levels even when some other telecommunications firms, such as the

major long distance carriers, had to take major write-offs or

operating losses due to competition in telecommunications markets

outside the local exchange.

At the same time, the RBOCs were re-investing relatively low

amounts of available funds in regulated operations, they continued

to pay high dividends to their holding company parents. In some,

cases, the dividend paid to the holding company significantly

exceeded the dividends that the holding companies themselves paid

out to shareholders. Additionally, some RBOCs have paid dividends

to their parent in excess of earnings. This raises a significant

policy question: Whether it is better to reduce consumer and

business telephone rates (while still allowing LECs to raise new

funds in capital markets), or to forego such rate decreases so that

telephone companies can be milked like cash cows in order to

support their parents entry into new businesses.

The conclusion of this analysis is clear. Before regulators

increase the funds available to major telcos, either by

depreciation rate changes or higher earnings, government policy

makers deserve to know what is happening to the funds which are not

re-invested in the U. S . local telephone network, and what the

long-term consequences of these trends are?

For all of the reasons stated above, the International

Communications Association respectfully asks the Commission to:
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(a) Reject the more deregulatory options for depreciation

represcription posed in the Notice; (b) Adopt the Basic Factors

Range option starting with the accounts that exhibit the most

stable data and the least controversy; and, (c) Extend these

flexible depreciation ranges to the LECs major plant accounts only

after the commission has determined whether existing depreciation

accruals are being diverted away from reinvestment in the network.

Respectfully Submitted,

INTERNATIONAL COMMUNICATIONS ASSOCIATION

!L /2, fA -By .:....:.-_-_=__1'----_----:=- _
Brian R. Moir, Esquire
1255 23rd Street, N.W.
suite 810
Washington, DC 20037-1170
202/775-5661

Its Attorney

April 6, 1993
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CERTIFICATE OF SERVICE

I, Laura K. Higgins, hereby certify that a true and correct

copy of the foregoing "Reply Comments of the International

communications Association" were mailed first class, postage

prepaid, this 6th day of April, 1993, to the following:

Kenneth P. Moran
Chief, Accounting and Audits
Division
Federal Communications
commission
2000 L Street, N.W.
Washington, DC 20554*

Paul Rodgers
General Counsel
NARUC
1102 ICC Building
P.O. Box 684
Washington, DC 20044

John S. Ferguson
Deloitte & Touche
suite 2400
2001 Bryan Tower
Dallas, TX 75201-2170

Michael J. Ettner
Senior Asst General Counsel
Personal Property Division
General Services
Administration
18th & F Streets, N.W.
Room 4002
Washington, DC 20405

Eric witte
Missouri Public Service
commission
P.O. Box 360
Jefferson City, MO 65102

William J. Cowan
New York State Dept of

Public Service
Three Empire State Plaza
Albany, NY 12223

Robert E. Temmer, Chairman
Colorado Public utilities
commission
Office Level 2 (OL-2)
1580 Logan Street
Denver, Co 80203

Ron Eachus
Chairman
Oregon PUC
300 Labor and Industries Bldg.
Salem, OR 97310

Maribeth D. Snapp
Oklahoma corporation
Commission
Public utility Division
400 Jim Thorpe Office Bldg.
Oklahoma city, OK 73105

Ronald C. Choura
Policy Division
Michigan PSC
6545 Mercantile Way
P.O. Box 30221
Lansing, MI 48909

Philip F. McClelland
Commonwealth of Penn.
Office of Consumer Advocate
1425 Strawberry Square
Harrisburg, PA 17120

Peter Arth, Jr.
Attorneys for the People

of the State of CA and
the PUC of the State of CA

505 Van Ness Avenue
San Francisco, CA 94102



Edward C. Addison, Director
Division of Communications
Virginia state Corporation

commission
P.o. Box 1197
Richmond, VA 23209

Austin J. Lyons, Director
Telecom Division

Tennessee PSC
460 James Robertson Pkwy
Nashville, TN 37243-0505

Frank E. Landis, Chairman
Nebraska PSC
300 The Atrium
1200 N street
P.O. Box 94927
Lincoln, NE 68509-4927

Marsha H. smith, President
Idaho PUC
Statehouse
Boise, 10 83720-6000

Michael P. Gallagher
state of New Jersey
Board of Regulatory

commissioners
CN 350
Trenton, N.J. 08625-0350

scot Cullen, P.E.
Administrator
Wisconsin PSC
477 Hill Farms State Office

Building
P.o. Box 7854
Madison, WI 53707

Sharon Nelson
Chairman
Washington Utilities and

Transportation commission
Chandler Plaza Bldg.
P.O. Box 47250
Olympia, WA 98504-7250

International Transcription
Service

Federal Communications Assn
2100 M Street, N.W.
suite 140
Washington, DC 20037*
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